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The Effect of Local Allocation Tax Grants on Japanese Local Expenditure: 
Difference between ‘Receiving Body’ and ‘Non-Receiving Body’
Hideo Yunoue, Takashi Kuramoto, Ryo Ogawa
?From 2004 to 2006, the reforms of national and local public finance, called ‘Triple Reform of Fiscal 
Relationships’, were implemented in Japan. One of the reforms intended to the reduction of local 
allocation tax grants (LAT grants). It was expected to increase the population share of ‘non-receiving 
body’ who does not receive the LAT grants. However there are not enough researches about the 
structural and fiscal features of ‘receiving body’ and ‘non-receiving body’ in Japan. 
?In this paper, we estimate the cost frontier function of local governments and find out the differences 
between ‘receiving body’ and ‘non-receiving body’. Our results show that not only the expenditure 
of ‘non-receiving body’ is lower than that of ‘receiving body’, but also well-known ‘U-shaped cost 
structure’ is disappeared in the expenditure of ‘non-receiving body’.
JEL Classification? H71, H72, H77
keyword:  U-shaped cost function, reform of local allocation tax grants, non-receiving body, receiving 
body
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